I want to START by wishing everyone a Happy New Year and the best for you and your families. 
❄️
Yet another year has gone by, and while in past years one could identify snapshots, this year seemed to be a big blur. Many seemed physically and mentally exhausted in December and looking with a degree of apprehension to a 2026 that is far from clear directionally.  But that is next year. 
By default, my observations are focused on climate change policy discussions and have been now since 1993. I have the questionable distinction of attending every COP except the Berlin one. What unfolded in 2025 was the result of a combination of geopolitical developments (some of which I will not touch upon), and probably natural moments in the climate change policy cycle.
There are four key points that for me sum up the year, and that I would like to dwell on: i) US election and outcomes; ii) EU efforts to make the transition sustainable; iii) trade and competitiveness as an increasingly important issue in the context of the transition; iv) where is carbon pricing going. 
While it is clear that great efforts are being undertaken (in a plurilateral manner) to move on without the US, it is unrealistic to try to ignore the position and actions of the largest economy. Surprisingly, small ERCST was affected materially – we were just collateral damage - but we are also resilient, or stubborn, to be determined.  
The indirect, and sometimes direct, US position (when it chooses to engage), has left its imprint on IMO, COP, Plastics Convention and UNEP where it dissociated itself from all United Nations Environment Assembly (UNEA-7) decisions and resolutions, and the Ministerial Declaration. Strong stuff. 
At COP 30 even the diplomatic skills and stature of the President could not paper over the outcomes – and was not helped by the challenges on the ground. Speaking of the COP(s), governance is something that needs to be monitored, especially the tendency of small “technical groups” that seem to want to question, if not the right, certainly the need and wisdom of COP/CMA oversight. Expedient – maybe; providing wins that many applaud – certainly. But governance is important for the legitimacy of the multilateral system.
The EU has started 2025 with the meeting of the Antwerp Declaration for a European Industrial Deal, and high hopes that changes were coming to make the transition sustainable – that is, the economic, social and environmental dimensions move at the same speed.  
The challenges of competitiveness, innovation, entrepreneurship and a brewing industrial crisis have triggered changes. While change is difficult, change did take place. Positive, needed, and not easy, but it did happen. 
However, as observers, we see that the year ended with many still wondering if the changes will be material and make a difference. Certainly, the underlying causes are complex and multifaceted with climate part of it, but then climate policy does sometimes seem like a good reason for some to reach in almost all aspects of EU life and society. Even something that may seem uncontroversial, such as the concept of technology neutrality, a seemingly obvious concept, supported at the highest political levels in the EU, gets to be dissected and spun in the trenches. At least we seem to have gone over the EU hang-up on nuclear energy revival. Carbon removals, critical as it is, was the flavor of the year, but it needs to become real and material, in face of shrinking public finance and being portrayed as a necessary evil, accepted grudgingly, and not a full-fledged option.
Flexibility is needed and options have been put forward in proposals through the integration of international credits in the EU climate change framework, the recognition of the contribution of low carbon steel in meeting car standards (which ERCST proposed in its paper[footnoteRef:1]) – but will they survive, and in what form? [1: ] 

As ERCST predicted last year (and we take pride in that) trade, and its connection with climate change policy, has become important. The EU CBAM has focused attention, but it is much more than the CBAM, it is unilateral trade measures - and pushback from the developing world is getting stronger. However, on the positive side, movement on carbon pricing is being attributed to it. Border adjustments are turning into what linking carbon markets were meant to be when we were young and idealistic – a way to move forward in an asymmetrical world. Attention at the COP, with the usual drama in Response Measures, and with a promising initiative by Brazil, the “Integrated Forum on Climate Change and Trade” gives us hope, but it is dependent on Brazil’s willingness to lead hands-on. 
Last, but not least, the future of carbon pricing. ERCST, since its inception, and I (doing AIJ projects in the 90s, as CEO of IETA and BlueNext, etc.) have always been supportive of markets, and carbon markets. There are two aspects that will take center stage next year: i) the adaptation of the EU ETS, still the world’s flagship system to the new environment; ii) and the efforts to revive an international market. The two are not necessarily disconnected.
The EU ETS has many elements that will need to be adapted to the increasingly asymmetric climate change world, and to working with its (also) increasingly assertive helper, the CBAM. The word on the street seems to be that the real game in town next year will the EU ETS review – to paraphrase James Carville,” It is the ETS, stupid”. It has become increasingly evident that the EU ETS provides the supply side of industrial decarbonization, but that the demand side will need another solution (mandates, product standards?) or maybe a restructuring. The EU does not seem to move in quantum leaps; it may want and need a few steps to get there, gradually. But the world today is moving at warp speed, and the question is whether the EU has that luxury, notwithstanding how many have committed themselves to the current course of action. 
ERCST has always been a supporter of international credits to meet EU commitments, and in the first half of 2025 has convened meetings, presented original intellectual work[footnoteRef:2] to catalyze move in that direction. Obviously, we are happy with the outcome of the decision on the 2040 EU target that allows this flexibility and takes us back to fundamentals: Article 2 of the Unites Nations Framework on Climate Change[footnoteRef:3].  [2:  ]  [3:   Article 2 of UNFCCC: stabilizing greenhouse gas concentrations in the atmosphere at a level that prevents dangerous human-caused interference with the climate system”. It is the CO2 concentration in the atmosphere] 

We hope that this will allow to address the cost of compliance and get a bigger bang for the buck by reducing GHGs where it is most efficient. All this can be undone by putting in place what the French would call a “usine à gaz”[footnoteRef:4]. Having complicated Article 6 of the Paris Agreement into something unrecognizable to those who were in Paris, it is clear that the political will of flexibility can be undone by regulation. [4:  "Une usine à gaz" is an expression to describe something, generally a project or a structure, that is overcomplicated, but totally inefficient] 

The other international dimension is to ramp up international cooperation on carbon pricing. There are an incredible number of acronyms for international carbon markets, but we hope that the “Open Coalition on Compliance Carbon Markets” will make a difference. There are other concepts out there, and I am thinking of the “Network Carbon Market” initiative of the World Bank that held so much promise – and whose time may have finally come.
Finally, to work in a think tank requires a certain level of idealism and holding on to “principles”. Alas, not something in fashion these days. I am tempted to quote here Tommy Shelby, but that may be too much. 
If we are to sum the moment, the word to use could be anxiety: anxiety for the amount of work next year, for what geopolitics will mean, for what decision makers will recognize, for how real these changes are. Maybe the way forward is to go back to basics: the UNFCCC, the Paris Agreement, markets, sustainability. But somehow, we must, and we will, move forward. In a complicated world, stay positive, stay engaged.
Andrei


